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Office of International Corporate Finance é DEC 22 2004
Division of Corporate Finance
Securities and Exchange Commission
450 Fifth Street, N.W.

Washington, D. C. 20549

U.S.A.

Re: File No. 82-34792/Tencent Holdings Limited.
Submission of Information Required Under Rule 12g3-2(b) of the
Securities Exchange Act of 1934, as amended.

Ladies and Gentlemen:

On behalf of Tencent Holdings Limited (the “Company”), I am furnishing
herewith the information set forth in Annex A hereto pursuant to Rule
12g3-2(b)(1)(iii) (the “Rule”) under the Securities Exchange Act of 1934, as amended

(the “Exchange Act”).

This letter, together with the enclosures listed in Annex A hereto, shall not be
deemed to be “filed” with the Commission or otherwise subject to the liabilities of
Section 18 of the Exchange Act, nor shall the submission of this letter and the
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PAUL, WEISS, RIFKIND, WHARTON 8 CARRISON LLP

enclosed materials constitute an admission for any purpose that the Company is
subject to the Exchange Act.

If you have any questions with regard to the enclosed information, please do
not hesitate to contact the undersigned (direct: 81-3-3597-8101, fax:
81-3-3597-8120).

Kindly acknowledge receipt of his letter and the enclosures by stamping the
enclosed copy of this letter and returning it to the messenger.
Very truly yours,
-
Daniel Liu

Enclosures



ANNEX A

Date

Description

October 18, 2004

Announcement of results for the period ended September 30,
2004 (as submitted to the Hong Kong Stock Exchange)

October 18, 2004

Announcement of results for the period ended September 30,
2004 (as published)
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TENCENT HOLDINGS LIMITED
BAZRBER2F

(Incorporated in the Cayman Islands with limited liability)
(Stock Code: 700)

Announcement of the results for the three and
nine months ended 30 September 2004

The Board of Directors of Tencent Holdings Limited (the “Company”) is pleased to announce
the unaudited consolidated results of the Company, its subsidiaries and companies
consolidated for accounting purposes (collectively, the “Group”) for the three and nine
months ended 30 September 2004, respectively. These results have been reviewed by the
Audit Committee of the Company, comprising a majority of independent non-executive
directors, and by PricewaterhouseCoopers, the auditors of the Company (the “Auditors”), in
accordance with Statement of Auditing Standards 700 “Engagements to review interim
reports” issued by the Hong Kong Institute of Certified Public Accountants.




CONDENSED CONSOLIDATED PROFIT AND LOSS ACCOUNTS
FOR THE THREE AND NINE MONTHS ENDED 30 SEPTEMBER 2004

Revenues

Mobile and telecommunications
value-added services

Internet value-added services

Online advertising

Others

Cost of revenues

Gross profit

Other operating income/(expense), net
Selling and marketing expenses
General and administrative expenses

Profit from operations
Finance income, net
Fair value gains

Profit before taxation
Taxation

Profit for the period

Earnings per share
- basic (RMB)

- diluted (RMB)

Proposed Dividends

Unaudited

Unaudited

Three months ended Nine months ended

30 September

30 September

2004 2003 2004 2003
Note RMB’000 RMB’'000 RMB’000 RMB’ 000
300,986 206,057 829,052 503,209
173,655 125,798 472,526 325,181
109,393 70,608 313,892 151,518
15,995 7,720 37,057 23,067
1,943 1,931 5,577 3,443
(114,652) (66,978) (302,179) (154,754)
186,334 139,079 526,873 348,455
- 35 18 (1,111)
(27,472) (15,255) (76,981) (38,538)
(49,647) (32,384) (112,031) (71,538)
109,215 91,475 337,879 237,268
3,425 1,196 5,359 1,433
1,457 - 1,457 —
114,097 92,671 344,695 238,701
(6,122) _(4,531) (16,127) (10,996)
107,975 88,140 328,568 227,705
0.062 0.067 0.228 0.170
0.060 0.067 0.224 0.170
N/A N/A N/A N/A




CONDENSED CONSOLIDATED BALANCE SHEETS

AS AT 30 SEPTEMBER 2004 AND 31 DECEMBER 2003

Assets
Non-current assets
Fixed assets
Deposit in connection with the formation of a subsidiary
Held-to-maturity investments
Qther non-current assets

Current assets
Accounts receivable
Amounts due from shareholders
Prepayments, deposits and other receivables
Financial assets held for trading
Term deposits with initial term of over three months
Cash and cash equivalents

Total assets

Equity and liabilities
Current liabilities
Accounts payable
Other payables and accruals
Dividends payable
Income taxes payable
Other taxes payable
Deferred revenue

Non-current liabilities
Deferred tax liabilities

Total liabilities

Shareholders’ equity
Share capital
Reserves

Total shareholders’ equity

Total liabilities and shareholders’ equity

Unaudited Audited
30 September 31 December
2004 2003
RMB’000 RMB’000
125,062 80,139
- 11,000

83,359 -
759 -
209,180 91,139
193,673 99,726
- 82

62,641 35,872
666,257 -
723,406 23,311
818,537 325,586
2,464,514 484,577
2,673,694 575,716
2,261 -
81,707 59,301
145 -

6,880 7,115
20,400 32,679
33,837 3,676
145,230 102,771
= 988
145,230 103,759
191 138
2,528,273 471,819
2,528,464 471,957
2,673,694 575,716




NOTES

Basis of preparation and presentation

These unaudited consolidated condensed accounts of the Group are prepared in accordance with
International Accounting Standard (“IAS”) 34, “Interim financial reporting” issued by the International
Accounting Standards Board.

These condensed accounts should be read in conjunction with the Accountants’ Report and audited financial
statements of the Group for the three years ended 31 December 2003 and the three months ended 31 March
2004 (collectively, the “IPO Financial Statements™) for inclusion in the prospectus of the Company dated
7 June 2004 in connection with the initial listing of the shares on the Main Board of The Stock Exchange
of Hong Kong Limited (the “Stock Exchange”).

The accounting policies and methods of computation used in the preparation of these condensed accounts
are consistent with those used in the IPO Financial Statements.

Accounting policies of financial assets

The Group currently classifies its financial assets into the following categories: financial assets held for
trading and held-to-maturity investments. The classification depends on the purpose for which the
investments were acquired. Management determines the classification of its investments at initial
recognition and re-evaluates this designation at every reporting date.

(a) Financial assets held for trading

Financial assets held for trading are acquired principally for the purpose of selling in the short term
or if so designated by management. Assets in this category are classified as current assets if they are
either held for trading or are expected to be realized within 12 months of the balance sheet date.

(b) Held-to-maturity investments

Held-to-maturity investments are non-derivatives financial assets with fixed or determinable
payments and fixed maturities that the Group’s management has the positive intention and ability to
hold to maturity.

Purchases and sales of investments are recognized on trade-date — the date on which the Group
commits to purchase or sell the asset. Investments are initially recognized at fair value plus
transaction costs for all financial assets not carried at fair value through profit or loss. Investments
are derecognized when the rights to receive cash flows from the investments have expired or have
been transferred and the Group has transferred substantially all risks and rewards of ownership.
Held-to-maturity investments are carried at amortised cost using the effective interest method.
Realised and unrealised gains and losses arising from changes in the fair value of the “financial assets
held for trading” category are included in the income statement in the period in which they arise.

The fair values of quoted investments are based on current bid prices. If the market for a financial
asset is not active (and for unlisted securities), the Group establishes fair value by using valuation
techniques. These include the use of recent arm’s length transactions, reference to other instruments
that are substantially the same, discounted cash flow analysis, and option pricing models refined to
reflect the issuer’s specific circumstances.

The Group assesses at each balance sheet date whether there is objective evidence that a financial
asset or a group of financial asset is impaired.



Segment information

As all of the Group’s principal activities are conducted in the PRC, no analysis by geographical segment

is presented.

The business segment information of the Group for the three and nine months ended 30 September 2003 and
2004, respectively, is presented as follows:

Revenues

Gross profit/(loss)

Selling and marketing expenses

General and administrative expenses

Profit from operations
Finance income, net
Fair value gains

Profit before taxation
Taxation

Profit for the period

Revenues

Gross profit

Other operating income, net

Selling and marketing expenses

General and administrative expenses

Profit from operations
Finance income, net

Profit before taxation
Taxation

Profit for the period

Unaudited
Three months ended 30 September 2004
Mobile and
telecommunications Internet
value-added value-added Online
services services advertising Others Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
173,655 109,393 15,995 1,943 300,986
105,973 70,823 10,890 (1,352) 186,334
(27,472)
(49,647)
109,215
3,425
1,457
114,097
(6,122)
107,975
Unaudited
Three months ended 30 September 2003
Mobile and
telecommunications Internet
value-added value-added Online
services services advertising Others Total
RMB’000 RMB’000 RMB’000 RMB'000 RMB'000
125,798 70,608 7,720 1,931 206,057
84,787 48,543 4,524 1,225 139,079
35
(15,255)
(32,384)
91,475
1,196
92,671
(4,531)
_88.140




Revenues

Gross profit/(loss)

Other operating income, net

Selling and marketing expenses

Unaudited
Nine months ended 30 September 2004

General and administrative expenses

Profit from operations
Finance income, net
Fair value gains

Profit before taxation
Taxation

Profit for the period

Revenues

Gross profit

Other operating expenses, net

Selling and marketing expenses

General and administrative expenses

Profit from operations
Finance income, net

Profit before taxation
Taxation

Profit for the period

Mobile and
telecommunications Internet

value-added value-added Online
services services advertising Others Total
RMB’000 RMB’000 RMB’000 RMB'000 RMB’'000
472,526 313,892 37,057 5,577 829,052
296,743 208,586 24,759 (3,215) 526,873
18
(76,981)
(112,031)
337,879
5,359
1,457
344,695
(16,127)
328,568

Unaudited
Nine months ended 30 September 2003
Mobile and
telecommunications Internet

value-added value-added Online
services services advertising Others Total
RMB’000 RMB’000 RMB’000 RMB'000 RMB’000
325,181 151,518 23,067 3,443 503,209
230,407 99,742 15,837 2,469 348,455
(1,111)
(38,538)
(71,538)
237,268
1,433
238,701
(10,996)
227,705




Profit from operations

Profit from operations is stated after charging the following:

Unaudited
Three months ended
30 September

2004 2003

RMB’000 RMB’000

Staff costs 38,876 26,977

Value-added tax paid upon transfer of

software within the Group 3,000 -

Depreciation of fixed assets 8,556 6,300
Operating lease rentals in respect of land and

buildings 4,740 2,286

Research and development expenses (Note) 15,596 6,778

Auditors’ remuneration 623 —

Unaudited
Nine months ended
30 September

2004 2003
RMB’000 RMB’000
103,840 54,689
8,402 -
20,741 10,838
10,464 6,066
36,310 15,554
1,510 57

Note: Research and development expenses included staff costs and depreciation of approximately
RMBS5,570,000, RMB 13,825,000 for the three months ended 30 September 2003 and 2004; and
RMB12,593,000 and RMB27,069,000 for the nine months ended 30 September 2003 and 2004,
respectively. The Group had not capitalized any of research and development expenses for the

periods.

Fair value gains

Unaudited
Three months ended
30 September

2004 2003
RMB’000 RMB’000

Financial assets held for trading
- Fair value gains (realised and unrealised) 1,457 -

Taxation

(a) Cayman Islands and British Virgin Islands Profits Tax

Unaudited
Nine months ended
30 September

2004 2003
RMB’000 RMB'000
1,457 -

The Group is not subject to any taxation under these jurisdictions for the three and nine months ended

30 September 2003 and 2004, respectively.

(b) Hong Kong Profits Tax

No Hong Kong profits tax has been provided as the Group has no assessable profit arising in Hong
Kong for the three and nine months ended 30 September 2003 and 2004, respectively.

(c) PRC Enterprise Income Tax

PRC Enterprise Income Tax (“EIT”) is provided on the assessable income of the Group for the three

and nine months ended 30 September 2003 and 2004, respectively, calculated in accordance with the
relevant regulations of the PRC after considering the available tax benefits from refunds and

allowances.




According to the provisions stipulated in the tax circular, Shendishuierhan 2002 No. 128, a subsidiary
of the Group, Tencent Computer, is exempt from EIT for the one year starting from the first year of
profitable operations after offsetting prior years’ tax losses, followed by a 50% reduction for the next
two years (the “Tencent Computer Tax Holiday”). The first profit-making year of Tencent Computer
was 2002 and the Tencent Computer Tax Holiday commenced in that year. EIT was levied at 7.5% on
its assessable profits for the three and nine months ended 30 September 2003 and 2004, respectively.

Another subsidiary of the Group, Tencent Technology (Shenzhen) Company Limited (“Tencent
Technology”), has been approved by relevant tax authorities as a foreign invested enterprise with
productive sales income under the provisions stipulated in the tax circular, Shendishuiwaihan 2003
No. 413. Tencent Technology is exempt from EIT for two years starting from the first year of
profitable operations after offsetting prior years’ tax losses, followed by a 50% reduction for the next
three years if its annual productive sales income exceeds 50% of its reported total sales income (the
“Tencent Technology Tax Holiday”). 2003 is the first profit-making year of Tencent Technology after
offsetting all tax losses brought forward from prior years. 2004 is the second year of the Tencent
Technology Tax Holiday and accordingly, no provision for EIT was made in the financial statements
for the three and nine months ended 30 September 2003 and 2004, respectively.

In addition, Shiji Kaixuan Technology Limited (“SKTL"), a subsidiary of the Group, is exempt from
EIT for two years starting from the first year of operations according to the provisions stipulated in
the tax circular, Shenguoshuifu jianmian 2004 No. 0272 (the “SKTL Tax Holiday”). 2004 is the first
year of operations of SKTL and accordingly, no provision for EIT had been made in the financial
statements for the three and nine months ended 30 September 2004.

The other subsidiaries of the Group incorporated in the PRC had insignificant or no assessable profits
during the three and nine months ended 30 September 2004,

An analysis of the profits tax charges for the three and nine months ended 30 September 2003 and
2004, respectively, is as follows:

Unaudited Unaudited
Three months ended Nine months ended
30 September 30 September
2004 2003 2004 2003

RMB’000 RMB’000 RMB’000 RMB’000

PRC current tax 6,122 4,531 17,115 10,996
Deferred tax - — (988) -
6,122 4,531 16,127 10,996




The tax on the Group’s profit before taxation differs from the theoretical amount that would arise
using the tax rate of 15%, the tax rate enacted in Shenzhen, the PRC, where the principal activities
of the Group are conducted, as follows:

Unaudited Unaudited
Three months ended Nine months ended
30 September 30 September

2004 2003 2004 2003

RMB’000 RMB’000 RMB’000 RMB’000

Profit before taxation 114,097 92,671 344,695 238,701
Tax calculated at a tax rate of 15% 17,114 13,901 51,704 35,806
Effects of different tax rates available to

different companies of the Group - (3,745) = (15,744)

Effects of tax holiday on assessable
income of companies within the

Group (27,014) (6,587) (79,272) (13,019)
Expenses not deductible for tax

purposes 288 - 870 -
Deferred tax assets not recognised 15,131 - 41,926 -
Unrecognised tax losses sustained by

companies of the Group 603 962 899 3,953
Tax charge 6,122 4,531 16,127 10,996

(d) Value-added tax, Business tax and related taxes

The operations of the Group are also subject to the following taxes in the PRC:

Category Tax rate Basis of levy
Value-added tax {(“VAT”) 17%  Sales value of goods sold, offsetting by VAT on
purchases

Business tax (“BT”) 3.5%  Services fee income

City construction tax 1% Net VAT and BT payable amount

Educational surcharge 3% Net VAT and BT payable amount

Dividends
Unaudited Unaudited
Three months ended Nine months ended

30 September 30 September
2004 2003 2004 2003

RMB’000 RMB'000 RMB’000 RMB’'000

Final, paid, of RMB0.023 (2003: RMB0.008)
per ordinary share 28,935 10,334 28,935 10,334

Pursuant to a resolution passed by the Board on 20 January 2004, the final dividend of 2003 was proposed
at RMBO0.023 per ordinary share (after taking into account two share splits) with an aggregate amount of
US$3,500,000 (equivalent to approximately RMB28,935,000) of which approximately US$3,482,500
(equivalent to approximately RMB28,790,000) had been paid up to 30 September 2004. The remaining




balance of US$17,500 {equivalent to approximately RMB145,000 ) was recorded as dividends payable in
the condensed consolidated balance sheet as at 30 September 2004. This proposed dividend was not
reflected as dividends payable in 2003, but was reflected as an appropriation of retained earnings for the
three and nine months ended 30 September 2004,

The Board has resolved not to declare any dividend in respect of the three months ended 30 September 2004
(2003: Nil).

Earnings per share

Basic earnings per share are calculated by dividing the net profit for the periods by the weighted average
number of ordinary shares in issue during the period.

Unaudited Unaudited
Three months ended Nine months ended
30 September 30 September
2004 2003 2004 2003
Profit for the period (RMB’000) 107,975 88,140 328,568 227,705
Weighted average number of ordinary shares
in issue (in thousand) (Note) 1,738,870 1,305,805 1,444,109 1,341,609
Basic earnings per share (RMB) (Note) 0.062 0.067 0.228 0.170

The diluted earnings per share are calculated based on the weighted average number of ordinary shares
outstanding and the potentially dilutive ordinary shares. The potential dilutive shares of the Company
mainly relate to the Pre-IPO share options and Post-IPO share options granted to employees which remained
outstanding as at 30 September 2004. The number of dilutive shares is determined by the number of
ordinary shares of the Company that could have been acquired at fair value (determined based on the
average market share price of the Company’s shares) based on the monetary value of the subscription rights
attached to these share options. The number of shares calculated as above is compared with the number of
shares that would have been issued assuming the exercise of the share options. The difference is added to
the denominator as an issue of ordinary shares for no consideration.

Upon the listing of the Company’s shares on the Stock Exchange on 16 June 2004, the exercisability of the
Pre-IPO share options granted to employees became unconditional, subject to the vesting schedule. As a
result, the diluted earnings per share for the three and nine months ended 30 September 2004 were presented
to reflect the dilutive effects of the Pre-IPO share options granted. There were no potential dilutive
instruments for the three and nine months ended 30 September 2003 as the Pre-IPO share options had not
met the pre-condition for their exercisability before the listing. Accordingly, the diluted earnings per share
for the two periods are equal to the basic earnings per share.




Unaudited Unaudited

Three months ended Nine months ended
30 September 30 September
2004 2003 2004 2003
Profit for the period (RMB’000) 107,975 88,140 328,568 227,705
Weighted average number of ordinary shares
in issue (in thousand) (Note) 1,738,870 1,305,805 1,444,109 1,341,609
Adjustments for — share options (Note) 61,076 -~ 23,928 -

Weighted average number of ordinary shares

for diluted earnings per share (in thousand) 1,799,946 1,305,805 1,468,037 1,341,609

Diluted earnings per share (RMB) (Note) 0.060 0.067 0.224 0.170

Nore:

All per share information has been adjusted retroactively as if the aggregate effect of the two share
splits had taken place at the beginning of 2003.

Share option plans

The Company adopted two share option schemes for the purpose of providing incentives to its directors,

eligible employees and consultants:

a.

Pre-IPO Share Option Scheme (the “Pre-IPO Option Scheme”)

Under the Pre-IPO Option Scheme, the Board may grant options to eligible employees, including
executive directors of the Company, to subscribe for shares in the Company. The Pre-IPO Option
Scheme will expire on 31 December 2011.

On 30 September 2004, Pre-IPO options of 7,586,000 shares at a subscription price of US$0.0497
each were exercised. As at 30 September 2004, there were 64,583,510 options outstanding. No further
options will be granted under the Pre-IPO Option Scheme.

Post-IPO Share Option Scheme (the “Post-IPO Option Scheme”)

The Post-IPO Option Scheme was adopted by the Company on 24 March 2004. The Board may, at its
discretion, invite any employee, consultant or director of any company in the Group to take up options
to subscribe for shares at a price determined by it.

The maximum number of shares in respect of which options may be granted under the Post-IPO
Option Scheme, and under any -other share option scheme of the Company (including the Pre-IPO
Option Scheme), shall not exceed 10% of the relevant class of securities of the Company in issue as
of the date of listing of the Company’s ordinary shares. The option period is determined according
to the Board but may not exceed 10 years.

The Post-IPO Option Scheme will remain in force for a period of ten years, commencing on the
adoption date.

On 14 September 2004, 6,311,520 options were granted under the Post-IPO Option Scheme at an
exercise price of HK$3.665 each.




Financial Performance — Comparison of Third Quarter of 2004 with Second
Quarter of 2004 and Third Quarter of 2003

Our unaudited consolidated revenues for the three months ended 30 September 2004 were
RMB301.0 million, an increase of 46.1% over the same period in 2003 and an increase of
11.3% quarter on quarter.

Revenues from our Internet value-added services were RMB109.4 million, representing an
increase of 54.9% from the same period in 2003 and an increase of 9.5% quarter on quarter.

Revenues from our mobile and telecommunications value-added services were RMB173.7
million, representing an increase of 38.0% from the same period in 2003 and an increase of
11.3% quarter on quarter.

Revenues from our online advertising were RMB16.0 million, representing an increase of
107.2% from the same period in 2003 and an increase of 24.5% quarter on quarter.

Cost of revenues was RMB114.7 million, representing an increase of 71.2% from the same
period in 2003 and an increase of 14.5% quarter on quarter. As a percentage of revenues, cost
of revenues accounted for 38.1% for the third quarter of 2004, compared to 32.5% for the
third quarter of 2004 and 37.0% for the second quarter of 2004.

Selling and marketing expenses was RMB27.5 million, representing an increase of 80.1%
from the same period in 2003 and an increase of 3.8% quarter on quarter.

General and administrative expenses was RMB49.6 million, representing an increase of
53.3% from the same period in 2003 and an increase of 75.4% quarter on quarter.

Profit for the third quarter of 2004 was RMB108.0 million, representing an increase of 22.5%
from the same period in 2003 and a decrease of 4.7% quarter on quarter. As a percentage of
revenues, profit for the period accounted for 35.9% for the third quarter of 2004, compared
to 42.8% for the third quarter of 2003 and 41.9% for the second quarter of 2004.

— 12 —




Operating Information

The following table sets forth certain operating statistics relating to our IM community and
value-added services as of the dates and for the periods presented:

Registered IM user accounts (at end of period)

Active user accounts

Peak simultaneous online user accounts (for the quarter)

Average daily user accounts

Average daily messages (//

Fee - based Internet value-added service registered
subscriptions (at end of period)

Fee - based mobile and telecommunications value-added
service registered subscriptions
(at end of period) ¥/

Notes:

For the 15-
day period
ended 30
September
2004

For the 15-
day period
ended 30
June 2004

(in millions)

355.3
119.3
7.3
79.2
1,210.7

6.9

12.5

330.8
110.1
6.4
78.0
936.9

6.9

12.6

(1) Average daily messages include messages exchanged between PCs only and exclude messages exchanged

with mobile handsets.

(2) Includes registered subscriptions for services provided directly by the Group or through mobile operators.

13—




MANAGEMENT DISCUSSION AND ANALYSIS
Third Quarter of 2004 Compared to Second Quarter of 2004

The following table sets forth the comparative figures for third quarter ended 30 September
2004 and the second quarter ended 30 June 2004:

Three months ended

30 September 2004 30 June 2004
(Unaudited)
(RMB in thousands)

Revenues 300,986 270,513
Cost of revenues (114,652) (100,159)
Gross profit 186,334 170,354
Selling and marketing expenses (27,472) (26,465)
General and administrative expenses (49,647) (28,310)
Profit from operations 109,215 115,579
Finance income, net 3,425 1,003
Fair value gains 1,457 -
Profit before taxation 114,097 116,582
Taxation (6,122) (3,293)
Profit for the period 107,975 113,289

— 14 —




Revenues. Revenues increased by 11.3% from RMB270.5 million for the second quarter of
2004 to RMB301.0 million for the third quarter of 2004. The following table sets forth our
revenues by lines of business for the third quarter of 2004 and the second quarter of 2004:

Three months ended
30 September 2004 30 June 2004
% of total % of total
Amount revenues Amount revenues
{RMB in thousands, except percentages)

Internet value-added services 109,393 36.4% 99,913 37.0%
Mobile and telecommunications value-
added services 173,655 57.7 156,054 57.7
Online advertising 15,995 5.3 12,847 4.7
Others 1,943 0.6 1,699 0.6
Total revenues 300,986 100.0% 270,513 100.0%

Revenues from our Internet value-added services increased by 9.5% from RMB$9.9 million
for the second quarter of 2004 to RMB109.4 million for the third quarter of 2004. The
increase mainly reflected the healthy growth in our Internet value-added services, including
the continuing success of avatars and the growth in our fairly new products and services,
such as online games and E-cards. Revenues in the first half of 2004 were impacted by the
“cleaning up” of inactive customer accounts undertaken by mobile operators.

Revenues from our mobile and telecommunications value-added services increased by
11.3%, from RMB156.1 million for the second quarter of 2004 to RMB173.7 million for the
third quarter of 2004. The increase in revenues reflected the increased revenues from
2.5G-related services, such as MMS and WAP, which was due to the increased popularity of
2.5G services offered by mobile operators. In addition, revenues from mobile voice
value-added services, comprising mobile IVR and ringback tones, continued to increase.
Growth in revenues from mobile news and information content services and our music and
picture/image downloading services also continued. These increases were partially offset by
a decrease in our mobile chat services. In the first half of 2004, subscriptions for mobile
value-added services were impacted by the “cleaning up” of inactive customer accounts
undertaken by mobile operators.

Revenues from online advertising increased by 24.5%, from RMB12.8 million for the second
quarter of 2004 to RMB16.0 million for the third quarter of 2004. The increase reflected our
intensified marketing efforts relating to our online advertising business following the launch
of the QQ.com portal.

Cost of revenues. Cost of revenues increased by 14.5%, from RMB100.2 million in the
second quarter of 2004 to RMB114.7 million in the third quarter of 2004. The increase
principally reflected the increases in the amount of telecommunications operators’ revenue
share and imbalance fees and bandwidth and server custody fees. In addition, content
subscription costs increased as we offered richer content, and staff costs increased as we
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recruited additional staff to support our broader range of products and services. As a
percentage of revenues, cost of revenues increased from 37.0% in the second quarter of 2004
to 38.1% in the third quarter of 2004. The following table sets forth our cost of revenues by
lines of business for the third quarter of 2004 and the second quarter of 2004:

Three months ended

30 September 2004 30 June 2004
% of % of
segment segment

Amount revenues Amount revenues
(RMB in thousands, except percentages)

Internet value-added services 38,570 35.3% 34,049 34.1%
Mobile and telecommunications value-
added services 67,682 39.0 59,836 38.3
Online advertising 5,105 31.9 3,336 26.0
Others 3,295 169.6 2,938 172.9
Total cost of revenues 114,652 100,159

Cost of revenues for our Internet value-added services increased by 13.3% from RMB34.0
million for the second quarter of 2004 to RMB38.6 million for the third quarter of 2004. The
increase mainly reflected increased expenses associated with our bandwidth capacity and
servers as we supported more bandwidth intensive services and the increased amounts paid
for our content services as we continued to expand those services.

Cost of revenues for our mobile and telecommunications value-added services increased by
13.1% from RMB59.8 million for the second quarter of 2004 to RMB67.7 million for the
third quarter of 2004. The increase was generally in line with the growth of our business in
this segment. As a percentage of segment revenues, cost of revenues increased due to
increased content sharing costs and staff costs relating to our broader product offerings that
required additional support personnel.

Cost of revenues for our online advertising increased by 53.0% from RMB3.3 million for the
second quarter of 2004 to RMBS5.1 million for the third quarter of 2004. The increase
reflected the higher bandwidth charges as the volume of our online advertising increased and
the higher sales commission that we paid to advertising agencies for online advertising on
the QQ.com portal.

Selling and marketing expenses. Selling and marketing expenses increased by 3.8% from
RMB26.5 million for the second quarter of 2004 to RMB27.5 million for the third quarter of
2004. The increase principally reflected increased promotional and advertising activities
relating to our broader products and services portfolio.

General and administrative expenses. General and administrative expenses increased by
75.4% from RMB28.3 million for the second quarter of 2004 to RMB49.6 million for the
third quarter of 2004. The increase was mainly attributable to increased research and
development expenses as we increased our research and development staff with an emphasis
on, among other items, the development of a game platform and web portal. Staff cost also
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increased as we recruited heavily to support our future growth. In addition, we had higher
office lease payments as we relocated to our new Shenzhen headquarters with additional
office space to accommodate future growth and incurred higher professional consulting fees
following our initial public offering.

Taxation. We recorded profit taxes of RMB6.1 million for the third quarter of 2004 compared
to RMB3.3 million for the second quarter of 2004. The effective tax rate applicable for the
third quarter of 2004 was higher than that for the second quarter of 2004 primarily due to the
smaller amount of profits derived from the operations of Tencent Computer being transferred
to Tencent Technology, which is under a full income tax exemption, through our structure
contracts in the third quarter of 2004. The higher amount of profits generated at Tencent
Computer gave rise to additional tax expenses.

Profit for the period. As a result of the factors discussed above, profit for the period
decreased by 4.7% from RMB113.3 million for the second quarter of 2004 to RMB108.0
million for the third quarter of 2004. As a percentage of revenues, profit for the period
accounted for 35.9% for the third quarter of 2004 compared to 41.9% for the second quarter
of 2004.

Nine Months Ended 30 September 2004 Compared to Nine Months Ended 30 September
2003

Revenues. Revenues increased by 64.8% from RMB503.2 million for the nine months ended
30 September 2003 to RMB829.1 million for the nine months ended 30 September 2004, as
a result of a significant increase in revenues from both Internet value-added services and
mobile and telecommunications value-added services. The following table sets forth our
revenues by lines of business for the nine months ended 30 September 2004 and 2003:

Nine months ended 30 September
2004 2003
% of total % of total
Amount revenues Amount revenues
(RMB in thousands, except percentages)

Internet value-added services 313,892 37.9% 151,518 30.1%
Mobile and telecommunications value-
added services 472,526 57.0 325,181 64.6
Online advertising 37,057 4.4 23,067 4.6
Others 5,877 0.7 3,443 0.7
Total revenues 829,052 100.0% 503,209 100.0%
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Revenues from our Internet value-added services increased by 107.2% from RMBI151.5
million for the nine months ended 30 September 2003 to RMB313.9 million for the nine
months ended 30 September 2004. Growth in our membership subscriptions gained
momentum in the second half of 2003 through various promotional activities. In addition,
revenues from our various community services and interactive entertainment, such as
avatars, increased as our user base grew. The launch of and collection of fees from several
new products and services, such as E-Card and MMOG, also contributed to the increase in
revenues from Internet value-added services.

Revenues from our mobile and telecommunications value-added services increased by45.3%
from RMB325.2 million for the nine months ended 30 September 2003 to RMB472.5 million
for the nine months ended 30 September 2004. The increase reflected the significant growth
in almost all of our mobile and telecommunications value-added services, although some of
our mature products and services, such as Mobile QQ, were affected by the “cieaning up” of
inactive customer accounts undertaken by mobile operators. Revenues from mobile news and
information content services and our music and picture/image downloading services grew
rapidly, while revenues from newly launched services, such as mobile voice value-added
services, contributed to the increased revenues. In addition, revenues from 2.5G-related
services increased significantly due to the increased popularity of 2.5G services offered by
mobile operators.

Revenues from online advertising increased by 60.6% from RMB23.1 million for the nine
months ended 30 September 2003 to RMB37.1 million for the nine months ended 30
September 2004. The increase in revenues reflected our growing customer base and our
increased advertising business volume as we launched the QQ.com portal. Moreover,
revenues from online advertising for the nine months ended 30 September 2003 were
negatively affected due to the outbreak of the SARS epidemic.

Cost of revenues. Cost of revenues increased by 95.3% from RMB154.8 million in the nine
months ended 30 September 2003 to RMB302.2 million in the nine months ended 30
September 2004. The increase principally reflected the increases in the amount of
telecommunications operators’ revenue share and imbalance fees, bandwidth and server
custody fees and staff costs directly attributable to our services and products. As a percentage
of revenues, cost of revenues increased from 30.8% in the nine months ended 30 September
2003 to 36.4% in the nine months ended 30 September 2004 mainly due to the increase in
the amount of imbalance fees as a result of the increased traffic imbalance as we undertook
various promotional activities which involved the transmission of promotional messages to
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mobile users. Staff costs also increased faster than our revenues as we expanded our product
and service offerings. The following table sets forth our cost of revenues by lines of business
for the nine months ended 30 September 2004 and 2003:

Nine months ended 30 September
2004 2003
% of % of
segment segment
Amount revenues Amount revenues
(RMB in thousands, except percentages)

Internet value-added services 105,306 33.5% 51,776 34.2%
Mobile and telecommunications value-
added services 175,783 37.2 94,774 29.1
Online advertising 12,298 33.2 7,230 31.3
Others 8,792 157.6 974 28.3
Total cost of revenues 302,179 154,754

Cost of revenues for our Internet value-added services increased by 103.4% from RMBS51.8
million for the nine months ended 30 September 2003 to RMB105.3 million for the nine
months ended 30 September 2004. The amount of fees retained by mobile operators for their
share of revenues increased as the fees collected through that channel continued to increase.
In addition, as we expanded our subscriber base and as we offered an increasing variety of
Internet value-added services, we had to increase our bandwidth and server capacity and
content subscription.

Cost of revenues for our mobile and telecommunications value-added services increased by
85.5% from RMB94.8 million for the nine months ended 30 September 2003 to RMB175.8
million for the nine months ended 30 September 2004. The increase mainly reflected the
increase in the amount of fees retained by mobile operators for their share of revenues and
imbalance fees. Imbalance fees grew as the traffic imbalance grew and as certain mobile
operators increased the amount of imbalance fees. Staff costs also increased as we increased
the number of staff to support our various new products and services. As we enriched our
content offering, content subscription charges increased.

Cost of revenues for our online advertising increased by 70.1% from RMB7.2 million for the
nine months ended 30 September 2003 to RMB12.3 million for the nine months ended 30
September 2004. The increase mainly reflected increased sales commissions paid to
advertising agencies and increased bandwidth charges as we increased the volume of
advertising contracts. In addition, we increased the number of development and technical
staff to support our online advertising business.

Selling and marketing expenses. Selling and marketing expenses increased by 99.8% from
RMB38.5 million for the nine months ended 30 September 2003 to RMB77.0 million for the
nine months ended 30 September 2004. The increase principally reflected increased
promotional and advertising activities relating to the launch of and promotional efforts
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relating to several new products, such as RTX and mobile voice value-added services and
new distribution channels. In addition, we incurred higher level of travel and entertainment
costs relating to our marketing efforts as we participated in trade shows and exhibitions more
actively.

General and administrative expenses. General and administrative expenses increased by
56.6% from RMB71.5 million for the nine months ended 30 September 2003 to RMB112.0
million for the nine months ended 30 September 2004. The increase primarily reflected the
increase in research and development costs as a result of an increase in the number of
research and development staff and technical personnel supporting our overall business. Staff
cost also increased significantly as a result of a higher number of staff and salary increases.
As a result of our Shenzhen headquarters relocation in May 2004, our office lease rental
payments increased.

Taxation. We recorded profit taxes of RMB16.1 million for the nine months ended 30
September 2004 compared to RMB11.0 million for the nine months ended 30 September
2003. The increase in profit taxes mainly reflected the increase in our profit before tax.
Starting from 2003, Tencent Technology has been selling software to Tencent Computer
under our structure contracts. Upon obtaining an approval from the local tax bureau in the
PRC, the cost of the software, which is amortised as expenses at Tencent Computer over its
estimated contractual useful lives, will be allowed for income tax deduction claims in
ascertaining the assessable profits of Tencent Computer. Accordingly, these intra-group
arrangements have given rise to a potential temporary difference between the accounting
base in our consolidated financial statements and the tax base in the financial statements of
Tencent Computer. The related potential deferred tax assets, estimated to be in the amount
RMB77.8 million as at 30 September 2004, have not been recognised in our consolidated
financial statements because there is no reasonable certainty that Tencent Computer will
obtain the necessary approval from the local tax bureau, but management has been actively
pursuing the approval process.

Profit for the period. As a result of the factors discussed above, profit for the period
increased by 44.3% from RMB227.7 million for the nine months ended 30 September 2003
to RMB328.6 million for the nine months ended 30 September 2004. As a percentage of
revenues, profit for the period accounted for 39.6% for the nine months ended 30 September
2004 compared to 45.3% for the nine months ended 30 September 2003.

Liquidity and Financial Resources

On 16 June 2004, a total of 420,160,500 shares of HK$0.0001 per share were issued at
HK$3.70 each and were fully paid up in the form of cash. On 8 July 2004, a total of
63,024,000 additional shares were issued at HK$3.70 each after the exercise of an
over-allotment option in full and were fully paid up in the form of cash. Our financial
position significantly improved in the nine months ended 30 September 2004 as we received
gross proceeds of RMB1,905.2 million from the two issuances.

As of 30 September 2004, we had cash and cash equivalents of RMB8&18.5 million compared
to RMB325.6 million as of 31 December 2003. A large portion of our cash is held in deposits
and investments denominated in U.S. dollars, and we have not used any means to hedge our
exposure to foreign exchange risk. We may experience a loss as a result of any foreign
currency exchange rate fluctuations in connection with our deposits.




We had no interest-bearing borrowings as of 30 September 2004.
Business Outlook

We will continue to develop and deliver new value-added communications, community
entertainment and information-based services and products to enrich the experience of our
users and generate new sources of revenues.

In our Internet value-added services, we intend to strengthen the functionalities of our
consumer and enterprise IM services and bundle our various Internet and mobile value-added
services, such as music, e-magazine, mobile voice value-added services and downloads. In
addition, we plan to offer a powerful mail client software to supplement our IM services. We
will continue to beta test numerous self-developed online games over the next few months
and launch a dedicated QQ Music channel. To further the success of our avatars, we plan to
integrate avatars with animated facial expressions and actions in our IM chat windows.

In our mobile and telecommunications value-added services, we will continue to enrich our
2.5G offering and promote our services via cross-selling. In addition, we intend to integrate
mobile IVR services with QQ, such as song dedication and voice messages. We also aim to
take advantage of the strong growth potential of the Xiaolingtong market as the mobile
operators agree to inter-operability.

In online advertising, we intend to brand QQ.com as the preferred destination portal for the
young Chinese generation, thus making it a platform attractive for advertising clients who
would like to market consumer goods or services targeted for young people.

As we plan for the long-term future, however, we believe it is crucial for us to make
investments to stay ahead of our competitors by constantly developing new and creative
applications for the QQ community. These investments will be made in our servers and
bandwidth, content, marketing efforts and research and development, and may temporarily
impact our margins in the near future.

Other Information

Post Balance Sheet Event

There were no material subsequent events after 30 September 2004.
Employee and Remuneration Policies

As at 30 September 2004, the Group had 1.052 employees (30 September 2003: 505), most
of whom are based in the Company’s head office in Shenzhen, PRC. The number of
employees employed by the Group varies from time to time depending on needs and they are
remunerated based on industry practice.

The remuneration policy and package of the Group’s employees are periodically reviewed.
Apart from pension funds and in-house training programmes, discretionary bonuses and
share options may be awarded to employees according to the assessment of individual
performance.
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The total remuneration cost incurred by the Group for the three months ended 30 September
2004 was RMB38.9 million (2003: RMB27.9 million).

Purchase, Sale or Redemption of the Company’s Listed Securities

During the three months ended 30 September 2004, neither the Company nor any of its
subsidiaries has purchased, sold or redeemed any of the Company’s listed securities.

Corporate governance

The Audit Committee, which comprises two independent non-executive directors and one
non-executive director of the Company, has reviewed the accounting principles and practices
adopted by the Company and discussed auditing, internal control and financial reporting
matters. The Audit Committee, together with the Auditors, has reviewed the Group’s
unaudited quarterly financial statements for the three and nine months ended 30 September
2004.

Compliance with the Code of Best Practice

None of the directors of the Company is aware of any information which would reasonably
indicate that the Company is not, or was not, for any part of the three months ended 30
September 2004 since listing, in compliance with the Code of Best Practice as set out in
Appendix 14 of the Listing Rules.

Appreciation

The dedication of the management and staff of the Group is an important ingredient
necessary to meet the challenges and opportunities ahead. We would like to take this
opportunity to record our cordial thanks to them all.

By Order of the Board
Ma Huateng
Chairman

Hong Kong, 18 November 2004

As at the date of this announcement, the Directors of the Company are Ma Huateng, Zhang Zhidong, Antonie
Andries Roux, Charles St Leger Searle, Li Dong Sheng, lain Ferguson Bruce and lan Charles Stone.

This announcement contains forward-looking statements relating to the business outlook, forecast business plans
and growth strategies of the Group. These forward-looking statements are based on information currently
available to the Group and are stated herein on the basis of the outlook at the time of this announcement. They
are based on certain expectations, assumptions and premises, some of which are subjective or beyond our control.
The forward-looking statements may prove to be incorrect and may not be realized in future. Underlying the
forward-looking statements are a large number of risks and uncertainties. Further information regarding these
risks and uncertainties is included in our other public disclosure documents.

Please also refer to the published version of this announcement in The Standard.
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TENCENT HOLDINGS LIMITED

MAERER QA

(Incorporated in the Cayman [stands with limited tighilily)

(Stock Code: 700)

Announcement of the results for the three and nine months ended 30 September 2004

The Board of Directors of Tencent Holdings Limited (1he “Company”™) is pleated o
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Certified Public Accountants.
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Financhl Performance — Compa wrisos of Third Quarter of 2004 with Second
Quarter of 2004 and Third Quarier of 2063
Our wnuudited consolidated revenues for the three months ended 30 Seprember 2004
were RMB30LD million, an increuse of 46.1% aver the same period in 2003 and an
inereane of 113% guarter on guarter,
Revenves from our Ioternet valuc-sdded services were RMBI0S.4 million,
representing an increase of 54.9% from the same period in 2003 and un increase of
9.5% quarter on quarier.
Revenues from cur mubile und telecommunications value-added services were
RMBIT3.7 million. sepresenting an increase of 3H.1% Lrom the sarme period in 2003
and un increase of 11.3% quarter on quarter.
Revenves (rom our \\nhf\t wivertbing were RMBIG.0 million, seprescasing an increase
of 107,29 from the same period in 3003 and an Increae of 34.4% qusrir o Quorer.
Cost of revenues was RMBI14.7 million, representing an increase of 71.2% from the
same period in 2003 und an increwse of [4.5% quaries m Qualter. At o percentage of
revenues. cost of revenues accounted for 38.1% for the third quarief of 2004,
compared t 32.5% for the third qusrier of 2004 and 17.0% for (he second guarter of
(

Seheme

Selling end mucketing expenses wae RMBZT.S million, tepresenting an increase of
BO.1% from the same perfod in 2003 and un increare of 3.8% guarter on quarter.
Genersl #nd adminisirative expenses was RMBA9.6 million, representing sn increase
of §3.3% from the same perind in 2003 and an increase of 75.4% quaner oa quurter.
Profit for the third quarter of 2004 was RMBI0&.0 million. representing a1 increase
of 22.5% from the same period in 2003 and & decrense of 4.7% quarier on quurier. As
a percentage of revenues, profit for the period accounted for 35,9% for the (hird
quarier of 2004, compared (o 42.8% (ac the (hird quarter of 2003 and 41.9% (o the
second quanes of 2004,
Operering Information
The Tollowing table se(s forth certuin operating siatistics retating 16 our IM community
and value-sdded services as of the dates und for the periods presented:
Far the 15-day  For the 15-duy
period ended 30 perind ended 30

Sepiember 2004 Jume 2004
{in millions}
Registered IM user agcounts (at end of
3553 320.8
Aclive user accounts 1193 1ot

Peuk simultancous online user accounts {for
the quaner) 7. 6.4

Average daily user sccougls 9.2 8.0
Average daily messuges ' 1.210.7 935.9
Fee ~baned Tnrernet value-sdded servics

registered subseriptions (a1 end of period) 69 6.9
Fee - based mobile snd telecommunications

value-added service regisiered

subscriptions. R

(31 end of period) ¥/ 2.5 s
Nares:

‘

) Average Oxily mesnages include meusages erchanged berween PCh only and enclude mensages
£vchanged »ih mable handsens,
129 Inchudes registered subscriuons for serviees provided directly by the Group or through motle
operwon,
MANAGEMENT DISCUSSION AND ANALYSIS
Third Quarter of 2004 Compared to Second Quarter of 2004
The following tabte sets forh ihe comparative rgvrn for third quarer ended 30
September 2004 and the second guanier ended 30 )unc
ee monthy end:
3 sepummr 200¢ 0 Tune 2004
(Ungudired)
(RMB in thousands}

Revenuer 30,986 270513
Cost of revenues (114:652) (00.159)
Gross profit 186.334 170.354
Selling und murketing expenses (27.472) (26.455)
General and adminisisative expenses (49.647) (28.310)
Profit from operativns 109.215 115.57
inance income, nel 3.425 1603

Fair vatue gains 1457
Profit before taration Ha.097 16582
Tasution (6.122) (.293)
Peafii for the pericd 107,978 113,289
—_—

Revenues, Revenues incressed by 113% from RMB270.5 million for the second

guanier of 2004 10 RMB30).0 million Lo tne hird qQuarter of 2004. The foliowing table

sels forth our sevenues by lines of business for the Third quarter of 2004 and the second
quaster of 2004;

hree months ended

30 b:pl:mh:r 2004 30 June 2004

of total % of tota)

Amount  revenues  Amount revenuer

{(RMB in thousands, excepl percentages)

Internes value-udded services 104.393 36.4% 99.913 7.0%
Mohile 2ad tefecommunications
value-sdded services 173,655 57.7 186,084 517
Online advertiving 15.995 53 12,847 [X]
Others 1,943 0.6 1,699 0.6
Tota} revenues 300,986 00.0% 270,513 100.0%
—_— —_—

Revenues from our Internet value-added services increaxed by 9.5% from RMB9Y.9
mitlion for the recong quarter of 2004 to RMBI0.4 miltion for the third quaner of
2004, The incresse meinly reflecied the heulthy growth in our Internet valuc-ndded
services, inchading the continuing success of avatars und the growth in our fuirly new
products and services, such av online games and E-cards. Revenuck in the irst hail of
2004 were impacted by (he “cleaning up” of insctive customer sccounts underizhen by
mobile operaiors.
Revenues from our mobile and telecommunications valus-sdded services increased by
11.3%, from RMBLSS.L million for (he vecand quurter of 2004 (o RMB179.7 million
for (he third quuricr of 2004. The increase in revenues reflecied the increared revenues
Irom 2.5G-related services, such ex MMS und WAP. which wes due 10 ihe increased
popularily af 2.5G services offered by mobike operatars. In additinn, revenues from
mobile voice value-added services, comprising mobile 1VR and ringback fones,
continued to increave, Growth in revenses (rom mobile news sad information conient
services and vur mosic snd picturefimage downloading services alva conlinued. Thexe
increases were partially nffset by » decresse in our mobile chul services. In the firs
hall of 2004, subscripiions for mobile value-sdded services were impacied by the
“cleaning up” of insciive cusiomer accounts undertaken by mobile operutors.
Revenue from unline sdvernising increnscd by 24.3% from RMB12.8 miltion for the
second quarter of 2004 to RMBI 8.0 million for the third quarier of 2004, The increase
reflected our intensified mlrkelm! CHorte rehmn; 1o our online sdvertising business
following the launch of ihe QQ.com porial
Cost of revenues. Cost of revenues increused by 14.5%, from RMB 100.2 million in the
secand quarter of 2004 o RMB114.7 million in the (hird quartes of 2003, The increase
principelly reflecicd the increases in the amount of lefecommunicutions operutors'
reveaus sharc and impalunce lecs und bundwidth and server custody fees. In wddition.
content subscripiion cos s we offered richer contenl, and Staff coses
Irerensed ve we reeruiead sddiiional atalf 10 suppon oue brosGer range ol produris 1nd

xervices, As a pereentage of revenues, cost of revenues increased from 37.0% in the
second quarier of 2004 ta 38.1% in the third quarter of 2004. The following table seis
forih our cosi of revenues by lnes of business for the third quarier of 2004 and the
»ee0nd quanier of 2004
Threec months ended
30 September 2004 30 Jume 2004
% af % of

xegment regment
Amouny revenues
(RMB in thousands, exceps percentages}
Internel value.udded services 3®.570 35.3% 34,049 34.1%
Mabile and telecommunications
value.sdded services 67,682 9.0 59.836 383
Qnline advertising 5,105 319 3336 260
Qthers 3295 169.6 2938 1729
Toal cost of sevenues 114.652 100,159

Cost of revenuen for vur Internet value-added services incressed by 13.3% from
RMB34.0 millian for the second quarter of 2004 1o RMBS.6 miltion for the (hird
quurter of 2004, The increase mainly reficeted increzsed expenses arsociated with our
bandwidlh capacity and servers an we supported more bandwidih infensive kervices
and the incrensed smounts paid far our content services as we continued (o expand
those services.

Cost of revenses for our mabite snd telecommunications valuc-ndded secvices
inereused by 13.1% from RMBS9.§ million for the second quarter of 2004 to RMB67.7
million for the third quarer of 2004, The increase was gencrally in line with the
growth of pur business in thix segment. As a ercentage of segment revenues. cost of
revenues increased due 10 incrensed conlenl sharing costs und s(aff cos(s relating 1o
our brosder product offerings that required additional support persannel.

Cost of revenucs for our online advertising increased by 53.0% from RMB1.3 miltion
for the xecond querter of 2004 fo RMBS.1 million for the third quuner of 2004, The
increuse reflected the higher bandwidth churges us the volume of our online
udvertising increased and the higher sales commixsion that we paid Lo advertising
ugencies for online edvertising on the QQ.com portal.

Selling and marketing rxpenses. Selling and markering expenses inereused by 3.8%
from RMB26.5 million for the second quarter of 2004 (o RMB2T.5 million for the
third quarter of 2004, The increuse principally reflected increased promational und
adveriising wetivities reluting o aur brouder prodects and services portfolio.
General and adminisirative expenses. General und administrative expenses increased
by 75.4% from RMB28.3 million for the second guarter of 2004 1o RMBAY.6 million
for the third guarter of 2004, The incresse wax mainly aliribuiable o incrensed
research and development expenses as we increased our research and development
staff with an emphusis on. xmang other ilems, the development of a game platform und
web portul. Seaif cost ulso increased as we recruited heavily to kupport our future
growth. In addition. we had higher office lease payments as we relocsted 10 our new:
Shenzhen hesdquarters with additionel office space 1y sccommodate (wiure growih snd
incurred higher professional consulsing fees following our iitial public offering.
Taraion, We recorded profil uaxer of RMB6.] million for (he third quarter of 2004
compared to 3.3 million for the second quarter of 2004. The eficelive 1ax rate
applicuble for e iwird quarter of 20004 was higher than that for the recond quarter of
2004 primarily due 1o the smaller amount of profits derived from the operations of
Tencent Computer being 1ransferred to Tencent Technology, which is under a full
income (ax exemption. (hrough our structure confracty it the ihird quarter of 2004, The
higher amount of profits gencrated ut Tencen Computer gave rise to additional fzx
expenses.

Profitjor he perind. Ax 8 cesul ol the factors discassed sbove, profi for the period
decredsed by 4.7% from RMBI133 million for the second guoner of 2004 1
BT 1050 ilron o whe thrg guarter of 2004. Ax b pescentage of revenuen, pml'll
for the period aceounted for 35.9% for the third quarter of 2004 compared to 41.9%
for the second quartec of 2004,

Nine Months Ended 30 Sepiember 2004 Compared fo Nine Months Ended 30
September 2001

Revenucs, Revenues insrcorcd by 64.86% from RMBS01.2 million for the aine montfs
ended 20 Scpiember 2003 to RMBE29.1 million for the months ended 30
Sepiember 200a. us « revul of & significant incréase In revenuey from both Interael
value-added wervices end mobile and telecommunicutions valve-udded services. The
follawing table sets forth our revenues by lines of businexs for the nine months ended
3 Seprembes 2014 and 2003

Nint monthx ended 30 September
2004 003

% of total % of total
Amount revenues  Amoust  revenues
(RMAH in thousands, except percentoges)
taternet valuc-added services 313,892 319%  Is1se 30.1%
Mohile 20d telccommunications
value-added services 472,526 52.0 325,181 4.6
Online advenising 1757 4.4 23,067 4.6
Other 01 43 o1
Total revenuen 529,081 100.0% 503209 100.0%
Revenuer our Inferner value-sdded scrvices incremsed by 107.2% from
BRI s on Tor he”evne marins ended 10 Septemoor 2003 10 RMBR 139
million for the nine months ended 30 September 2004. Geowth in our membership

subscriptions gained momentum i the tecond half nr "o through various
promutionul activiliex. 1n addition, revenues from aur various community services end
Intersctive entertainment, such as avatars, increased as our user base grew. The launch
of #nd collection of fees from several new products and services, such o8 E-Card and
MMOG. also contibuted Lo the inereuse in revenues from Interner value-added
<ervices.
Revenues from our mohile and telecommunications value-sdded services increased
by43.1% from RMBILS.2 million for he nire mosiy ended 30 September 2003 to
RMB ion for the nine months ended 30 September 2004, The increase
Tellece ine” significant growth in almost all of our mabile and ietecommunication
valuc-udded services. ulthaugh some of our muture products und services, such s
Mobile QQ. were aifected by the “cleaning up” of inactive customer accounis
undertaken by mobile aperators. Revenues from mobile news and information content
services and our music and picture/image downfoading xervices grew rapidly. while
revenues from newly Jaunched wervices, such as mobile voice value-added services,
contributed 1o the increased revenues. In addition, revenues from 2.5C-related
services increased significanily due to the incressed popularity of 2.5G services
offered by mobile operators,
Revenues from online sdvertising increused by 60.6% from RMB23.) million for the
#ine montns ended 30 Sepiember 2003 to RMBIT.) mittion for 1he nine momba ended
30 Sepiember 2004. The increane in revenues reflecied our growing custorer base and
our incrensed udverlising business volume us we launched the QQ.com portul.

oreaver, revenues from online udvertising for the pine months ended 30 September
2003 were negaiively affected due 10 the outbreak of ihe SARS epidemic.
Cost of revenues. Cost of revenues incrensed by 95.3% from RMB154.8 million in the
nine months ended 30 September 2003 fo RMA302.2 million in (he aine manth ended
30 Sepiember 2004, The increase principally reflected the inceeasex in the amount of
(elecommunications operatons’ revesue share and imbulance fecs, bandwidth and
server cusiody fees and stuif cosi direcily aitributable to our services and products,
AR u percentage of revenues, cost of revenues increased from 30.8% in the nine
months ended 3 September 2003 to 36.4% in the nine months eaded 30 September
2004 muinly due 1o the increase in (he smouni of imbalance fees ax a result of the
increased iraffic imbulunce s we undertovh various promotional ctivities which
invalved the transmission of promational mesxages (o mobile userc, S18ff costs slso
increased faxter than our revenues ay we eapanded our product end rervice offerings,
The follmwing 1able xets forth our cast of revenuek by linex of buriness for the nine
months ended 30 Sepiember 2004 and 2003:

Nine months ended 34 September
4 2003
% of

% of

segment egment

Amount  revenues  Amount  revenuer

(RMY in thoutands, except percentages)
Interner vatue.added services 105,366 13.5% 51,776 34.2%
Mobile and telecommunicaiions
value-added service 175,783 312 94,774 )
Online sdvertising 12,298 312 7,230 213
Others B9 1516 474 283
Totsl cosl of revenues 302,179 154,754

Cost of revenaes {ur our Internet valuc-udded services inereased by 103.4% from
RMBS 1.8 m or the niine months ended 30 September 2003 10 RMB105.3 million
o Ihe tine mbmins ended 30 September 2004, The amount of fees retained by mobile
aperators Tor thelr share nf revenues increased ms the fecx collecied through thuy
chunnel cantinged o increase. bn sdditian, as we £xpanded our subseriber bese wad ae
we offered an increaring variety of Internet veluc-added xervicex, we had to increane
our and kerves cupacity and content subscription.

oxl of revenues for our mobile and felecommunicitions value-sdded servicex
increased by BS.5% from RMB94.8 millien for the nine months ended 30 September

2003 1o RMBITS.4 miftion for the aine months eaded 30 September 200K The
increase mainly reflecied the increase in the amount of feec retained by mobile
operators for their share of revznues and imbalsace feex. Imbalance fees grew as the
\affic imbslance grew und a3 cerain mobile operaton increaved the amount of
imbalance fces. Staff cous also increased s we increased the tumber of waff 1o
support our various new producis and services, As we eariched our content offering,
content subscription charges incressed.

Cost of revenues for our online advertising increased by 10.1% fram RMB7.2 million
for the nine manths ended 30 September 2003 (o RMB 2.3 million for the nine monhs
ended 30 September 2004. The increase mainly reflected increused ralek commissions
¢uid to wdvertising agencics and increased bandwidth chargex a3 we increased the
volume of sdvertising contracts. In sddition. we increased the number of development
and technical staff 10 support our online adventising business.,

Selling and marketing erpenses. Selling and marketing expenses increased by 99.8%
Trom RMB3E.S million for the nine months ended 30 September 2003 to RMBI2.0
million for (he nine months ended 30 Sepiemder 2004, The increase principally
reflected incressed promotional 30d sdvertising sctivities relat Fadnch of and
Dromotionu! efforts refaling to several acw products, such a: REX and memile wotee
value-udded services and new distribution channels. In addition, we incarred higher
leve) of travel and entertsinmient cosis relsting 1o vur marketing efforts ox we
participsted in trade shows and exhibitions more actively,

General and adminisiraiive expenses. General and administrative €xpenves increaned
by S6.6% from RMBTI.S million for the nine mosths ended 30 September 2003 1o

MBI12.0 millicn for the nine months ended 30 Sepiember 2004, The increase
pnmlnly reflecied the increase in research and development casls as 8 result of an
increase in the number of revearch and deveiopment staff and technical persoarel
supparting our overal} business. Staff cost also increased significanily ws o resolt of
 highce number of s(aff and salsry increases. As a resull of our Shenzhen headquarters
relocation in May 2004, our office lease rental payments inereased.
Taxatinn. We recorded profit 1axes of RMB16.1 million for the nine months ended 30
Seplember 2004 _compared BII.O miflion for the nine nonihs ended 30
September 2003. The increase in profit tsxes mainty reflecied the increase in nur profit
Belore . Siarting ffom 2007, Tencent Technalogy has bun welling softwure 10
Teacent Computer under our structure comracts. Ui an approval from the
Iocal 1ax burgea in (he PRC. the cost of the safisare. which in smORIied o expenses
at Tencent Compuler over its :mmued contraciusl useful lives, will be uwllowed for
income 1ax_deduction cisimy in n::nnmng the sssesaable profits of Tencent
Computer. di have given rise (0 & potentiul
Cempirary dilierence between e accbunting base I oar conunlidned Tmancial
staiements and the iax base in he financial statements of Tenceat Computer. The
relaied potentisl deferred 1ax assets, estimated 10 be in the smount RMBT7.¥ millian
us a3 September 2004, have not been recognised in our comolidated financiul
stalements becsuse there is no reasonsble cervainty that Teacent Computer will obtain
the necessary approval (rom the Jocal 1ax burcas, but management has been actively
pursuing the approval procers,
Profit for the period. As & resull of the factors discussed sbove, profil for the period
incressed by 44.3% from RMB227.7 million for the nine months cnded 30 Sepiember
2003 10 RMB328.6 million for the nine months ended 30 September 2004, As 2
percentage of revenues. profit for the period accounted for 39.6% for the nine manths
ended 30 Sepiember 2004 compared 10 45.3% for the nine monthx ended 30 Seprember
2000,
Liquidity and Financlul Resources
On 16 Juze 2004, @ total of 420.160; sm shazes of HKS0.0001 per share were issuc

+ HK$3.70 each and wey the form of cash, On 8 July 2004, u oiat
o 6X024.000 adi o] shares were isaucd my HKS3.70 ench aer the cacreive of an
over-alloiment option in full wnd were fully paid up in the form of cash. Our finuncis!
position significamly impraved in the nine months eaded 30 September 2004 ax we
received gross proceeds of RMB1.905.2 million from the two issuznces,
As of 30 September 2004, we had cash ond cash cquivalents of RMBSIS.S mitlion
compared to RMBA25.6 million as of 31 December 2003, A large pontion of our cash
is held in deposits und invesiments deaominated In U.S. dollar. ané we bave not used
any means to hedge our ¢xposure 1o foreign exchange risk. We may experience a foss
L0 Terult of a0y foreige arrency cachange rate Moctustions in connterion with aur
deposits,
We hud no interest-bearing borrowings as of 3¢ Scprember 2004.

Business Cutlook

We will continue 10 develop and deliver new value-sdded communications. community
entertlament and information-based services ané products 1o enrich the experience of
our users and generale new sources of revenues.

In vur Interne) valuc-sdded services, we intend to srengthen the functionalities of our
consumer and enterprise 1M services sad buny Internel and mobile
voluc-added servicex, such as music, - m...m.g. “mobile voice valut.added scrviecs
and downloads. in uﬂﬂmum we plan to offer a powerful mail client xoftware io
supplement our IM services. We will continue to be1a lest fumerous :H’-develnp:d
online games over the neat few months and lausch & dedicated QQ Music chunnel. Ta
Ferther the waccers of bar svatars, we plan o IsICBraIe searars Siih animalce Factsl
expressions and actions in our IM chat windows,

In pur mobile &nd telecommunications value-addeé services. we will continue 1o
enrich bur 2.5G offering and promote our scryvices via cross-selling. In addition, we
infend 10 integrtc mobile IVR services with QQ. ruch 4 song dedicalion and voice
messages. We also uim to 1ake sdvantage of the sirong growth potcatial of the
Xisalinglong market ax the mokile operators ageee o inter-opecabiliry.

1n onfine advertising. we intend to brand QQ.com 83 the preferred dextination porial
for the young Chinexe generation. thus making it  platform anractive for adveriising
clients who would bike to market consumer goods of services targeied for young
people.

As we plan for the long-term future, however, we befieve it is crucial for us 1o moke
insestmenis o stay shead of our comperitors by constantly developing new and
creative e Q - Thes made in vut
servers and b-nawmm e, marketing efforts and research and development, and
may lemporarily impact our margink in the near futare,

Other Information

Post Balance Sheei Event

There were no muterial subscquent events afier 30 September 2004,

Employee and Remuneration Policies

As et 30 September 2004, the Group had 1,052 employces (30 September 2003; S0S),

most af whom are based in the Company's bead office in Shenzhen, PRC. The number

of employees employed by the Group varies from time to time depeading on needs und

they are remuncrated based on indusiry prectice.

The remunersiion policy and package of the Group’s employees wre periodically

reviewed. Apart from pension funds and in-house training programmes., discretionary

bonuses and share options may be warded to employees aceording 1o the assexsment

of individual performance.

The to1al remuneration cosl incurred by the Group for the three months ended 30

September 2004 wax RMB34.9 million (2003: RMB27.9 million).

Purchase, Sule or Redemption of the Company's Listed Securiies

During (he Ihree monthx ended 10 September 2004, neither the Company nor any of

its subsidiarics han purchased. sold or redeemed any of the Company's listed

<ecurities

Carporate governance

The Audit Comimiee, which compiscs 1w indzpendnt non- -executive directors und

one non-executive director of the Company, has revicwed the sccounting principles

und practices adopted by the Company and discussed suditing, intcrnal conerl und

finuncial regonting mauirs. The Au dit Committee. together with the Auditors, has
wed the Groups unaudiled qusrterly finaacial salements for the three and nine

mantha ended 30 Sepiember 200

Compllance with the Code of uun Practice

Nonc of the directars of the Company is aware of any information which would
reasonably indicate thut the Company 1a not. or was nol, for any part of the threc
months ended 3 September 204 since listing, in compliance wilh the Code of Bert
Praviice us se1 ot in Appendia 14 of the Listing Rutes.

Appreclation

The dedication of the management and safl of the Group is an imporiaat ingredient
Aecesaury 1o meer the challenges and opportuaities ahead. We woald like to rake this
opportunity to record our cordial thanky to them a

By Order of the Board
Ma Husteng
Chairman

Hong Kong. 18 November 2004

A+ nd the date of this ammpuncemens, the Ditectors of the Compua are Mo Husivay, Zinng Zhidons,
Antante Andries Rows. Charles St Leger Searfe. Li Dung Skeng, tain Fergniam Brice and )an Chartes
Srone

This aancuncement containe forward-lootiay_siniements relaiing w thy busvness andlock, forecust

business plane and growih s of thr Group. Thee farward-looting sstrmenis are bused o
cun wmd mrp tmrrd berein oa ke b

b cealizod Gn Puinre. Undertring the Joreord-lowting catrments are
1 et wacertaintie. Furthpe informetion evgording thrar cisks wad wacorsmintics ir included in uns
other public disclainre docemeats




